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MEDIA BUREAU RELEASES TWO STAFF RESEARCH PAPERS RELEVANT TO 

PROCEEDJNGS 
THE CABLE OWNERSHIP RULEMAKING AND THE AT&T-COMCAST 

CS DOCKET NOS. 98-82,96-85 
MM DOCKET NOS. 92-264,94-150,92-51,87-154 
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Federal Communications Commission Media Bureau staff economist, Peter Alexander, 
and Nodir Adilov, Department of Economics, Cornell University, recently co-authored two staff 
research papers relevant to the issues in the cable ownership rulemaking’ and AT&T-Comcast’ 
proceedings. By this Public Notice, we inform interested parties that the Commission will 
consider these two papers in its deliberations in the above referenced proceedings. These papers 
represent the individual views of their authors and do not necessarily reflect the views of the 
Commission, a n y  commissioner. or other staff member. 

The first paper, Media Bureau Staff Research Paper No. 13, entitled, “Asymmetric 
Bargaiaing Power and Pivoral Buyers,’’ examines the potential impact of horizontal mergers on 
buyer bargaining position. This study shows that, in the case where bargaining power is 
asymmetric, it is possible that large merged firms might extract greater concessions from 
program suppliers than smaller buyers. These results suggest that horizontal merger might be 
used as a strategy to enhance bargaining position. 

’ See lmplemen/arivn ofSercrion I I cq’rhe Cohle Television Consumer Prolecfton and Competition Act of 1992, 
lmplernentarion uf Cohle Aci Reform Pruvisions ofrhe Telecommuntcalions of 1996, Commission’s Cable 
Horizonral and Verrtcal Ownership Limits ond Alrrihulion Rules, Review o/the Commission k Regularions 
Governing Arrrihulron of Broadcasl and CohldMDS Inrerests, Review ofthe Cummission ‘s Regulations and Policies 
Afleaing 1nve.vrmeni in /he Broadcasr lndusip, Reexutninotion o//he Commission’s Cross-Interest Policy, CS 
Docket NOS. 98-82, 96-85, MM Docket Nos. 92-264, 94-150,92-51,87-154, Further Notice ofProposed 
Rulemaking, 16 FCC Rcd 17312 (2001) (“Frrther Nuitce”). 

Seer .Ippliiarions/or Consenr lo /he Transfer 01 Confrol oflicensesfiom Comcast Corporation and AT&T Corp., 
Transfirorv. ro AT&TComcosr Corporalion, Transferee, MB Docket No. 02-70, Public Notice, DA 02-7;; (rel. 
March 29,2002) (“Public Nolice”), us modfled hy Public Notice, Errarrim andorder Extending Filing Deadline, 
D A  02-70 (rel. May 3, 2002). 



The second paper, Media Bureau Staff Research Paper No. 14, entitled, “Most-Fuvored 
Cusromers in the Cable Industry,” explores the implications of most-favored-customer clauses in 
the cable industry. This paper finds that the introduction of  a most-favored-customer clause for 
large buyers will increase their profitability and that the seller’s profits may decrease. The paper 
then compares its results to the Bykowsky-Kwasnica-Sharkey experiments3 regarding the effect 
ot‘a most-favored-customer agreement and finds that the two sets of results are consistent. 

The Media Bureau Staff Research Paper Series is a forum for the Media Bureau to 
examine issues that are relevant to our mission. In addition, these papers will provide 
information to the Commission in order to stimulate debate. 

Both the rulemaking and the license transfer proceedings are “permit-but-disclose” for 
purposes of the Commission’s expurre rules.4 Ex parte communications will be governed by 
section I .206(b) of the  Commission’s rules.5 We urge interested parties submitting written ex 
purre presentations or summaries of oral ex parre presentations in this proceeding to use the 
Electronic Comment Filing System (“ECFS”) in accordance with the Commission procedures set 
forth in the Commission’s Fzirrher Norice in the cable ownership proceeding‘ and its March 29, 
2002 Public Norice in the AT&T/Comcast license transfer proceeding.’ If using paper ex parre 
submissions. interested parties must file an original and one copy with the Commission’s 
Secretary, Marlene H. Dortch, and should follow the procedures set forth in the aforementioned 
cable ownership Furrher Norice and the March 29, 2002 AT&T-Comcast Public Norice for 
sending their submissions by mail, commercial overnight courier, or  hand delivery. 
Additionally, interested parties must submit their exparre filings to the persons identified in the 
cable ownership Furlher Norice and the March 29,2002 AT&T-Comcast Public Norice. 

Copies of these papers may be obtained from Qualex International, Portals 11,445 1 2Ih 
Street, SW, Room CY-B402, Washington, DC 20554, and will also be available through ECFS 
These documents are also available for public inspection and copying during normal reference 
room hours at the Commission’s Reference Information Center, 445 12“ Street, SW, CY-A257, 
Washington, DC 20554. The documents will be posted on the Media Bureau’s website at 
<htt~:ilwww.fcc.~ovImb>. 

’ See Mark Bykowsky, Anthony M. Kwasnica and William Sharkey, Federal Communications Commission Oftice 
of Plans and Policy, OPP Working Paper No. 35, “Horizonrol Concentrotion in the Coble Television Indusrry: An 
Erperimenrol Analysis.” (rel. June 3, 2002). 

See generu/!v47 C.F.R. j i~l .1200-1.  I2 16. 

’ 47 C.F.R. $ I.l206(b). 

“ See Further fiotice, 16 FCC Rcd at I7371 1 132 
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Alternate formats of this public notice (computer diskette, large print, audio recording, 
and Braille) are available to persons with disabilities by contacting Brian Millin at (202) 418- 
7426 voice. (202) 418-7365 TTY, or ernail at brnillin@,fcc.gov. 

The media contact for this Public Notice is Michelle Russo, (202) 418-2358. The Media 
Bureail contact is Royce Sherlock, (202) 418-2330. 

-FCC - 

mailto:brnillin@,fcc.gov
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A%sJmmetric. Ba,rgainiiig Power and Pivotal 
Bq:ers 

ABSTRACT 
IiiLskovicli (2OOOj suggests that becoming pivotal through merger 

wnrsms tlie merging buyers bargaining position. We show that these 
r r s u l t s  hold in tlw cas? where buyer bargaining power is equal across 
bayers. but  not In thc case where bargaining power is asymmetric. 
IIb denioristratP i!. IS possible when there are asymmetries in bargain- 
ing pnwcr that larger buyers. including pivotal buvers, can extract 
:rent,ci gains from trade than smaller buyers. We show that this 
result Iiolds ewii i l  tlie snpp1irr.s value function is convex. These 
resul ts  imply that 1inrizont;tl merger might be used as a strategy to 
enhance hargainln: ~iosit inn. 
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severill buyers. Bo111 dssuriii' thdt tlie Xnirih from t r x l i  are divided rqunlly 
t i . ( .  . .  50-50). irrespcicriw of firm SM'. Cliipr>- ant1 Sridei-  suggest, tllat r l i t ~  

cffect on harpiinin; p(~~sitioii ( i f  rl iliergpx 131. t,wc (or  more) bu\-ers ('~III 

l i e  detmninrci hv t l i c  ( ' i i rv~i i i r r  of the suppl icr '~  \.~IIIP fuirc~r,ion. H I I ~  the!. 
tlriiionst~rat~e that i t  t l i r  si ippiier .~ \ ,a l i i r  hricrion is ('oiiciivc. tiif> ~iier;eI \vi11 
i:nhance t h r  b u y  s l~irgniriing pc~sirinri. if thr, ~ a l i i e  luiit~t,iori is C O I I \ I ~ X .  

I [ IC, irierger will ivorseri rlir t.irt. I)uvci-'s I-ii~rgainiiig posirion R;lsko\-icli 
;erieralizeh Cliipn arid Siivtlei s iriutiel I]!, irit~rotiucirig ii piyot,ii,l bri\.cr. 
that  ih .  , I  biiyei- so 1wi-g~ rliat i i r i l ~ .  tlic buyer ran completel\- covrr the' 
SupplicYh cost,s Thu~.  thc large firm is ..(xi t l i c .  hook.. for t,he supplier's 
costs. The resrilt is that merger \vnrseiis ri hi iyer 's bargainin:, position. 

I r i  whiit fullon-s. \vi> generalize the approach of Chipty arid Snnier 
(1999)  id Ra~kol~ic11 (2000) I)?. rclaxing t,he usrimptiori of equal d i v -  
sion ol thc  gains from rrade. \Ye demonstrate t,hat, an equilibrium exists 
a.heri t h r  division of the surplus varies itcross firms, and we analyze t,hc 
case where hargairiing power- is assurried to increase in firni size. 

LVe offer several plausible reasons why bargaining power might, br ir i -  

creii.%rig in firm size. F i rs .  ii merger mav augment the set. of useful infor- 
m;rt,ion regarding prices and other contract,ual terms the previouslj. non- 
rricrgetl firms' possessed Second. it there arc differences in bargaining 
skills h w r e n  the riierfiing firms. t,Iie merger may- result, in the ret,ention 
of t,tit. rriore-skillcd bargaining t,eani. Third. the merged firm may have 
ti lowcr risk avrrsiori coehcient,. Fourth. t,he merged firm may be more 
patient. i c . ;  it may riot, discount the future as  much M the prrviouslv 
non-merjietl firms ma!. havc.' Regardless. our goal in this paper is simply 
tci  cxplore t,lie oukonir  of the bilat.eral hargaining model as if bargaining 
power is ~ y ~ ~ i i i i e t , r i c c  iiii assinription wt' see as no more or less heroic than 
a n v  ot,her. 

.\ft,er ext,endirig the model of R;tskovicli (2000) t,o incorporate asyrnniet- 
ric: bargaining power. we then show that:  ( 1 )  the  results of the  bargaining 
snlut,ion employed bv Chipt,y and  Snyder and h s k o v i c h  are robust to any 
ronsta.nt, d iv is i~~n of the t r d r  surplus (e.%..  80-20. 60-40. etc.) and riot 
sirriply 50-5(1; (2) t,he curvat,iire of the value funccion may no longer be 
ri reliable rule-of-t,humb method for evaluating tlie change in bargaining 
Ixxit,ion And iiericc. t.lie effect uf nirrgei-s or1 sellers; ( 3 )  the post,-merger 
gai~iin; position of thc merged firm may iniprove even t,hough the merged 
hrm I~ec.orries piwt,al: arid (4)  i i  merger may decrease t,he merged firms' 
t,ira nsfer p a i ~ r r i c r i t ~  au t1  tlecrt'iise t,he seller's transfer revenues 

Perhiips the  sirripiest \w\. to  clerri~instrate t,he potential effects of asvm- 
nictric: hargainiiig power is I]\ ,  rtxampie. We preface the example bv in- 
troducing a, bargaining power parameter that <:an vary across firms, ar~d 
ilericit,e t,he 7"' Ijuver's tiargaining power by u, E (0. 1) .  where a higlier 

'\{-I, I Ihaiil~ Alex Raskovicli for /his dlsrusslon relatlng i o  these reiuons. 
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\.aliip of (1 means great.er bitrgaining power.3 
NOK wssumc thsr. we have three buyers. each with different valnatiorls 

of the sdler's prodiict. and each wt,h different levels of bargaining power. 
Toi txainple .  a ~ i n i t ?  t , l i a t  i ' ~  = 80. ug = 56. nrld = 40. and that 
( 1 . 4  = .8. ( i ~ i  = .1. aiid c y  = . 3 .  7, derioks t,he transfer price for t,hr i'" 
t)ii),cr Tht, Icvel of sellcr w s t s .  F .  is 50. I t  is easy t,o demonstrat,? tha t  
i i i iclpr ~ I I P S P  coiiditions. buyer B is pivotal. \vhereas buycrs A (with the 
tii;liest \ a i i i a t io i~  of t,lie seller's product.) and C (with the lowest, valuatiori 
of the seller's product,) are not pivotal. Note that  for Raskovich (2000). 
I i i iyers A and B woiild he pivotal. We see that TA = (1 - c x A )  . u,, = 

It is 
i i i i i i ~ ~ d i a k l ~  c.lr,ir t,li,it T,, + TC = 44 < 50 = F .  Further, we not,e tliat 

= (1 ~ t~1gI . ('OH - F + TA + Tc) + ( F  - T,q - Tc) = (0.6 50 + 6) = 36. 
OIxer7,irig that, T,.q + T, = 1G + 36 = 52 > 50 and 7, + Tc = 64 > 50, 
it is clear t,hat buyer A atid buyer C are not, pivotal. and tha t  buver B 
ib pivotal. In fact. as we see from the  example, TB > Tc > TA, i.e.. the 
Ixiyer w i t h  t,he highest valuation pays the least. Thus, in a framework 
\cit.ti asymmetric bargaining power. pivotal buyers can derive significant 
ben cfi t 5 .  

[ 2000) rriodel arid shoa. t,hat undcr more general assumptions an equilih- 
riiini st,ill cxist,s. Next,: we show t,hat the introduction of asymmetric bar- 
;tuning power CRII irnprovr t,he buying firm's bargaining position (even if 
the firiri i: pivot,al). We also show t,hat, in t,he presence of asymmetric 
hirgaining power the 'c.urvat,ure test' of the value function can be a mis- 
leading indicator of t,he effects of merger on bargaining position, Le., tha t  
the h q a l n i n g  position 0 1  the  nierged firm can improve even if the  the  
\ x h i c ~  functiou is corivex. Finally. we make some concluding remarks. 

((1.2 ' 110) = 16 alld r l r a t  Tc' = (1 - (I(.) = (0.i. 40) = 28. 

The  rest, of the paper is organized as follows. First, we ext,end Raskovich's 

Nash Equilibrium with Bargaining Power 
I11 r t i is  sect,iori. ive extend Raskovicti's (2000) niodel to accommodate asym- 
riivtric Ibargsinin; powvrr. LVc begin by construct,ing the transfer prices 
L r c ~ ~ l  bv pivot,al and rion-pivot,al buyers and tlien show tha t  a n  equilib- 
I i u i r i  exists uritlei conditions more general t,hari Raskovich's. 

Follo\Lririg Raskovich (2000), we assume t,he q t h  buyer's surplus is given 
l)y 'v, = ( q t . y - l ) .  while the supplier's gross surplus equals V ( Q ) ,  where 
(2 = C" ,: 1 (1,. Specifically: V i & )  = A ( Q )  - C ( Q ) .  where A ( Q )  E ancillary 
~ ( ~ e r i i i e .  and C(Q) t,otal cosi,. The supplier will produce iff: 
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, l i l f  

I IL~x[< . , ( : I . . ( , - , ' I  1 I(()-, + .T) ;  + IT, >_ 0 (4) 
J P I  

\v11erc 7 ' , ( 0 .  y - l )  = 0 ,-' 
The t,ransfer pr iw (incorporating dsvmmetric bargaining power and 

iisin; 11 not,at,ion) becomes. for ii non-pivotal buyer. T, = (7',+(V-VL,))( 1- 
l i , )  ~ (\'- - VLz) which ran hr written a s  

T, = ,l!2(l - f i t )  ~ Iy2(V - VL,) (5) 

Nrxt. notirig that C,,, T, + \pL, < 0: R'C see that  the transfer price for a 
pivotal hiiyer CRII be nrrit,ten as T, = [ti, + (x,+$ T, + V ) ] (  1 - ut) - 1/ - 
E,=, T,. or as: 

T, = ' f ~ * ( l - ~ ~ ~ ) - ~ ~ ( ~ T ~ + v )  (6) 
J 

Definition 1 :  .4 Iia.41 Equilibrium in  purchased quantities ( q ; ,  q l ,  . . . ,  q:) 
i~rid t,rarisfer prices (TI. . . .  T,) is that. for 1vhic.h the  following hold simul- 
t,111(-011S1\' to1 all / :  

(it* = iirgriiax(T,,(x,q:z) 1 + ~(xq; + : c ) )  (7) 
JP, 

r, = fI t (L;  l]l,)(l - 0 , )  - (YZ(V((2'I - L'(Q' - y:)) ( 8 )  
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Lemma 1: If I r i i w I  / sat,isfies t l i v  ~ i ) i i d i t i o n s  for being pivot,aI. t,hen 
Iiri~,(,i / I .  s i i c l i  t,Iiat / I  .C / .  also satisfies t.he condit,ion for being pivotal. 

Lemma 2 If protliictiori is efficient. u3 + V 2 0:  then the out- 
( . o i ~ i ( '  i l l  \vliicli all hriyi;rs are pivot,al satisfies t,he supplier's participation 
( oiist,iain!,. 

Sow tleriot,r hy  T,(pj tiic transfer price tor buver i when first p buyers 
<IT( '  J l l l~Ot ,d  



Merger Effects 



Clearl\., RI' :> U P" .  Acc.ording to  Rasknvich. if the merged buver be- 
c ' o ~ I I ~ , ~  Iiivotiil. lts hir;iiiriiii; jjosit,ion worsens. since t,lie last. t.erni in (15) 
is iw:a,tlvr Ho\rever. t,his worsening of 1mrS;;tining position can be offset, 
I)\. aii iiicreasc iii hIgaIiiIiig po\wr that illcreases the first two t.ernis of 
(15 ) .  

Tilc, I I I C ~ ~ S ~ I I - C S  01 Chipti. aiid Srivder (1999) and Raskovicli (2000) may 
iiiii~ltr-estiniatr Ijargairiiri:: position hecause the!, ihstract  from any posi- 
ti!.? efftcts of hargairiiiig pnwer fnr t,lie merging hrm. Once t,his ef f rc t  is 
i ~ r m i i n t ~ e d  foi. rile curvat,iirr of the value func: t~~ori  is 110 longer a reliable 



ridc-of-t,hiirnb nirt,llotl for evaluat.ing t,he charige in bargaining position arid 
1ic11w t Ii(' rffects of t h r  merger on sellers. hloreovrr. despise R.askovicti.s 
~irrdictior~ t h a t  pivotal huk-ers would be disadvantaged bj. merger. we t i m e  
show1 that iiicreasin:. barga~ning power can irnprove t,he tmrgaining posi- 
r i o i i  i i t  t h r .  i i o w  pivotal. rriergrd firm. 

Conclusion 

R ~ s l i o ~ l i  (2000) suggested t,har tiecoming pivot.al t,lirougii merger wors- 
(m i  t lic nier,yn:: b u w r s '  bargaining posit,iori W? have shown t h a t ,  t,tiese 
irsiiltk hold in the case where buyer bargaining power is const,ant: but, not, 
i ic~emilri ly iri t,he case where bargaining power increases with firm size. 

demnnstrat,ed t,hat larger buyers. including pivotal buyers, can extract, 
;reat er gains from tra,de than smaller buyers when there are asymmetries 
iii hargaining power. Chipty arid Snyder (1999) and Raskovich (2000 )mq  
i i i i i l rr-estirr iatw bargaining position because t,hev abstract from the possi- 
ljilit\ t,hwt bitrsaining power may increase with firm size. Once t,his effect, 
15 , ~ c m ~ n r . r d  for. t tip rurvatiire of the value lunctioii is no longer a reliable 
iiilc-of-t,humh rriettiod for evaluating the change in bargaining position arid 
I i r i i c e  t h P  rffects of t he  merger on sellers. Pioreover. despite Raskovich's 
prrdiction t,hat pivotal huyers would b? tlisadvant,aged by merger, we have 
showi  t,liat, increasing bargaining power can improve the bargaining posi- 
tiuri of the,  now pivotal. merged firm. 
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Most-Favored-Customers in the Cable 
Industry 

Nodii Xdilov aiid Peter J Alexander 

September 25. 2002 

ABSTRACT 
In this paper, we explore the implications of most-favored-customer 

claiises i n  the cablc industry. We show that the introduction of 
a niost-favorpd-rustomer clause for large buyers will increase their 
profitability, and t,hat the seller's profits may decrease. We exam- 
ine the expuimental cable bargaining results of Bykowsky, Kwas- 
nica. arid Sbarkey (2002), and compare these results to our model. 
We find that the results of the Bvkowsky-Kwasnica-Sharkey experi- 
ments regarding the effect of a most-favored-customer agreement are 
consistent wit,h our findings. 

I Introduction 

In this paper; wr explore the USR of 'most,-favnred-customer' clauses (here- 
dft.er. MFC) in tlie cablt: industry.' We examine t,he impact, of MFC clauses 
o r i  bargaining oiicc.ornes bet,\ceen buyers and sellers, and show tha t  these 
out~comes depend on the  market share of the larger buyers and the  relative 
valuation of the seller's programming t,o different huyers. 

The paper is organized as follows. We begin with the  general case 
with many buyers a i d  sellers, and show tha t  in the absence of capacity 
corist,raints and 34FC arrangenient,s the competitive o u k o m e  obtains. We 
t,treri iritroduce channel capacity constraints. and demonstrate that, the 
rornprt,itive out,corne st,ill olit,ains. Next. WR pxplore the c,ase of large firms 
aud MFC clauses. M'e show t,hat, t,he introduction of MFC clauses can dis- 
advantage sellers and small buyers. We find t,hat, as the market share of the  
large buyer incrrases. smaller buyers are more likely to  be disadvantaged. 

'iidllo!. Drplrrtrrtent, of ELonornics. Cornell University, emaii: na47Qcornell.edu; Alexander: Federal Com- 
riiiinications Cornmissmn, etnail. palexandQifcr.go\'. We thank David Sappington and William Sharkey for thei r  
man! I ,hnurr t i t fu i  and useful comments. Arty errors are ou r  own The views expressed in this paper are those of 
t l i i .  authors. a n d  do  iiot neressarily represent t h r  views or the Federal Communications Commission, any of its 
C.cminiissioners. o r  other staH. 

'71ir AIFC rrpresents a iorntnl or qunst-fornlal ~rrart:elrrent by which the  larger buyer pays no more than the 
Iii:lwst iurinuiii  01 a n \  smaller btlycr 
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Sprcihcally. n'e hritl that if there are differences in thc relative valuat.ion 
of pro;rarnmin:: aniuug buys siich t h a t  t,he larger huycr ha s  a greal.er 
per-c,ustoniei- vduat.iori. smaller bilyers may be precluded from access t o  
rlic progriirnniiiig because of it,5 relative expense. In  the penultimate sec- 
t,ion. we ext,end our triodel t,o accommodate the methodology utilized in 
t.tw cxperinient;il stridies coiiduc,ted b!- Bykowsky. Iiwasnica. and Sharke). 
( 2 0 0 2 )  ' OuI predictiori that an R'IFC arrangement yields market power is 
snpport.etl bh- t,heii dtit,a.' Finally, we make sonie concluding rernarks. 

I1 The General Case of Multiple Buyers and 
Sellers 

Assiimc that, risk neut,ral cont,ent providers(a1so known as cable networks)have 
posit,ive hxed (sunk) costs of producing and zero marginal costs of dis- 
tributing their product. Tliese content providers will be referred to as 
sellers (of programming). There are I sellers. The  sellers earn revenue by 
selling their product to cable owners. The cable owners will be referred to 
as buvers. 

For simplicity. we hegiri by assuming that  sellers make a 'take it or leave 
it ofler t,o eac:h prospcctive biiyer and denote by T,,,:T2,z; ..., TM,, the total 
payments t,o seller i from buyers 1 , 2 .  .... M respectively, if  the product, is 
sold. There are il.1 buyers. each of whom has  N l , N 2 ,  ..., NM subscribers, 
wtiere c:=, >v,,, = K .  
WI= assume that  buyer m has  positive fixed costs F, and zero program 

provision costs (an  assumption we relax later in the  paper). We note that  
given I sellers wit,h I products. every buver has 2' possible programming 
choices \Ve denot,e a, programming choice of buying only seller 2's program 
t)y E; .  where subscript 1 denotes the program package consisting of only 
one program and the superscript z denotes seller 1 .  The programming 
pa,ckage comsist,ing of 2 products. e.g.; products from seller k and seller 1 ,  
is Riven II! E:,' I E; + E; 

The program package that, includes all programs from all sellers is de- 
noted hy E, or E[' _ '  , The revenue that buyer m, can derive from p r e  
#ramming package E is denoted by V,,(E). Buyer m's objective is to 

E! u E; .  

1 2  . /  

J E ; E E  

'H i  hwsk?- .  Uark.  Anthony  Iiwasnica. and William Sharkey. "Horizont,al Concentration in the Cable Television 
Irrdiist,ry A n  Experitnentn.l Anslys~s." Fderal  Communications Commission, Office of Plans and Policy. Working 
r'appr Series. h i ~ ~ l ~ r  :E .  Jurrc, 2002 

'Hykoivskv l iwasn l ra .  and Shark?? use t,he tern1 'most-favored-nation' which follows the tradition in tlrc 
( ~ \ ~ ~ ( , r ~ i i i i , i i t , ~ i l  I i l , r r ; i tur r .  \Vr prefer Lo list' t h ?  term 'most-favored-customer' for the sake of precision Both terms 
i i s  OW rcitet tn thr siinip tlurlg 
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I n  i,lioicr of pi-ograrirnin; package 2. LCP assunie that the value of trn!. 
coml~iriatiori of programs is positive. aiid t h a t  t t iP  .value correspondence' 
satishes decreasing inarginal returns. hlore formallv. we a ~ s ~ i n i e  t,hat for 
an\: hiiyer vi. ari!. nvo programming packages E and E.  and for an!. seller 
I s pi-ogriim sucli thnl, E; € U E .  t he  folloivin: inequality holds: 

l ; , , ( E +  E;) - 1;,,(€) 2 \ ; , , ( E + € + € ; )  - \,;,,(i+i\ > 0 ( 2 )  
I i' . 1 ;,, is siil>-niodulai 

tiarisfcr price' hi- e a i l i  seller k t,o buyer rrr is: 
Claim 1. lT' i t ,h .\f lhiiyers a i d  I sellers. t lie urnqiie Yash Equilihriuni 

Tni.c = L~",(Ej) -I/;(€, - E:) ( 3 )  
aiid all bui-crs tniy programs from all sellers. 

Proof of Claim 1: First. we show that  i f  there is a Nash  Equilibrium, 
i t  is a n  equilitiriiim where all buyers buy from all sellers. Second, we show 
t,liat, in t,he equilihriiim where all buyers boy from all sellers, ( 3 )  must 
lioltl. Finally. VJP prove by induction that  the transfer price T,,, is i n  fact. 
i i  iiniqiie Nash Equilibrium trarisfer price. 

Bv rontradiction. assume that, in some Nash Equilibrium, buyer rn did 
riot huv  the program from seller i .  T h e n ,  seller 2's payoffs from buyer 
'rii arr zero. Now: denote tiy E' t,lie value of the set, of programs bought 
th hiyer m Since \ / (E*  + E ; )  > V ( E ' ) ,  seller i is strictly better off 
( i . c+ .  obtains posirive payoffs) by charging any transfer price in the set, 
7 E [ O .  I / (€ '  + E ; )  - V(E')], and buyer m finds it, optimal to buy from 
soller 2 .  

Next. assume that. there is a Nash Equilibrium where all buyers buy 
honi all  scllers. Then. i t  inust, he the ca,se that buyer TI. prefers buving 
iiiini nll sellers 1.0 buying from ariy set, of ( I  - 1) sellers; Le.. the following 
cwiditiorl lioltls for all 771, a n d  R .  

Assume (4)  holds with a strict inequality for any seller I .  Then, seller 1 
(:rl,ri increase it's payoffs by increasing the trarisfer price by an epsilon small 
imount,,  while coridition (4) st.ill holds for all k = 1, ..., I .  This is a con- 
rraiiict,ion. Therefow. (4) milst, hold ~v\:it,h equality V,-(E[)  - E,=, T,,, = 

I,';,,(€, - E:) - Ci=, T,,,, - T,,, k .  which sirriplihes t,o ( 3 ) .  
\Vi, hiwe sliown that  for all sellers it, is optimal to charge T,+ 111 

ortlri t,o P I I S I I ~ P  t h t .  t,his is in fact, a K a h  Equilibrium, we must, check 
that for any tiliver m the value of buying from all sellers is greater than or 
q u a l  to t,he va l i i~  of any programming package from the remaining 2' - 1 
possihilit,ies. To begin: denote by TZ,k the transfer price defined in ( 3 )  
\\-hen t,here ar? a t,ot,al of 1 = 77, sellers. Clearly; when I = 1; 

I 
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i s  R Nasli Equilibrii~m of the game. and all huvers buy from the seller. 
K o w  i tssum' that T,:,,, IS a Nash Equilibrium outcome for some I = 

T I  2 1. Then i t  suffices t,o show that T:? is also a Nash Equilibrium, 
xvtiicti w do h\. shoxririg tha t  buyer m's benefit from buying all available 

- 1::' T::' rquals 
l,,>(En-l - E;'+') - C:l, T:,:'. Li-r then iiote that C,(E,+l - E;") - 

W I I P C F .  t tic, last i i i e q ~ d i t \ -  holds due t,o our assumpt,ion that  T;:' = T;t,, 
An\ hri\.er r i s  p ~ i \ n f k  iire posit,ive when there are n+ 1 sellers charging 

T,;:;! and  t h i s  huwr  is I J  r off hirying n + 1 programs than any program 
piiclidgre consisting of n programs. But ,  we know from our induction as- 
stimption for I = 11. t,hat when t,here are n, sellers. buying from all sellers 
IS Iprefrrred t,o all d i e r  c,troices. Therefore. w t h  71, + 1 sellers, buying from 
a l l  'ri + 1 srllers is preferred to any other programming package. Then,  for 
I = T I  + 1. a N;ish Equilibrium consists of sellers charging T::' and all 
I i u \ w s  h y i n g  from all  sellers. By const,rnct,ion this Nash Equilibrium is 
11 riiq i ie. Q . E. D . 

O r i t ,  simple interpretation of Claim 1 is straightforward: when there are 
i i o  rapacity restraints, cable opera,tors buy all network programs. However, 
i n  p r x t i r c .  ca,blc operat,ors do not. buy from all sellers. We offer several 
expiariatioris Lvhich we explore in the next two sections. First,  we argue 
t,hitt, thcre may cxist ca,pacitv constraints on cable operators. Second, we 
explore thr possible effects on program carriage in the presence of sm 
c;r,llrd 'iriost-f~vored-c,iistomer' clauses. In these cases, larger buyers are 
;il)k> to  obtain prices that, are at least, as favorable as the prices secured 
I ) \ -  ttlr srrlaller twyc,rs. Le.. smaller huyers d o  not obtain asymmetric price 
i l i s to i i r i t~s.  

T 1 programs I:: positive. lTt= note t,hat. 

7;f,:' 2 1 ;,,(E,,,~, ~ E;'+') - cy='=, T;;, 2 L;n(&) - c:=, T:,.l 1 0 

I11 The General Case of Multiple Buyers 
and Sellers with Capacity Constraints 
\ IC  inrroduc:r ttie idea of capa,cit,y constraints by noting that  t h e  total cost 
ol ,iiiy xiveri ca,blr uperiLt,oi ' r n .  excluding tlie payments to cable net,works, 
15. 

I I + c ~ ( ,  F,,, ilrc thc fixed (:ost,s and  C,(i) is the marginal cost of introducing 
1 s prograrii. 1Vr assume that 0 5 F, and C,,,(z) 5 Cm(z + 1) for all i 
iiricl all 71%. These assumptions capture all possible cost structures with 
riori-decreasing marg i rd  costs. 

WP also asslme that  tor any buyer 711, any two programs E; and E:, 
i i r i t i  Esucli t,liat ( E ; U E : ) n E  = fl where V,(E;) 5 Vm(E?),  t,he inequality 
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I ;,>[E; + Pi 5 I ;(E; i E )  ~iolds. SiinpI\~ put .  wr are assilming t,iiixt i f  
<I liiin,i- prefei-h oii(' pm:rml t o  iiiiother. the b u y  nil1 alxvavs prefer tlris 
l)rofilwni 10 rlrr orlioi . regardless of the c~oinhinat~ion of other programs. 
\I, arc now able t o  sliun- that under thescx conditions. if briyers cannot 

ir1Hueric:c the bCi[gciiniri; outcomes het,ween other buyers. t,lierr is iiniqile 
 ish ~qii i l ibr iutn outc:oiiie. Furtl~erniore. t,liis outcome is efficient. 

Since. h!- iissumption. a n y  given buyer cannot, iriHuence bargaining out- 
(.oiiws anion: otlirr Iiwers. it sufhces to s l i o \~  the result, for on ly  one liuyer. 
\ \ l i  tie:iri ni t11 iinv hiiver 7r1 \2:1tliout loss of generality. we a,ssiirne that 
tor t t i i i  tniyer I , ( E ~ )  2 V",(L~) > . . .  2 Vm(€{- ' )  2 \,;(E!) > 0 If our 
ci~~ii inpt iot is  l iold there is i) uniqiic ?dash Equilibrium solutiori such that .  
i f  

C,,,(C 5 l k ( E / )  - b;n(El - E : )  

r,,., = 16,(Ef) - l)k(,cf - E:) - C,(l) 

(7) 

( 8 )  
1,tlell. 

and t,he buyer bii\.s from all sellers. 
This is a tlirtxt, cst,ension of Claim 1. Tlie condition on the cost furic- 

t,ioil implies that t,tiere is a positive value to be obtained by including 
U I  adtliriorial prograni regardless ol the current combination of programs. 
Tlieretore. a l l  progTiirits w i l l  hr Imught, I I I  the unique N a s h  Equilibrium. 
'l'tie trarisfer price clinrged n seller will be such that the buyer is indif- 
t'c:rciit tjct,ween l)ityin; niid iiot buying this dd i t iona l  prograni. Also: if 
out ii,ssurriptioris hold. t , l iere is a second unique Nash Equilibrium solution 
siicli t,hat if: 

Cm(l)  1 %(E:) (9) 

t , t icr i  Im\,c1 711 does riot buy lroni any seller regardless of the transfer p r i w  
Tlrr c.ontlit,ion ~placcd or1 the rost, struct,ure implies tha t  the net, benefit 
h i n i  huvirig any  program IS negat,i\e. Cltrarl)-, no programs will be bought, 
i n  1,tlis cc~i i i l i l~~nim.  

Fiiially. i f  our  assumpt,ions liold. there is a third unique Nash Equilib- 
~ i i i n i  solnt,ion sricdi that i f  

C,,>(I)  LL(E/) - k ( E f  - E:)  (10) 

d11d 

c,,, (1) < L,;" (E: ) (11) 
I . ? .  , k )  - 1 , m ( ~ i , 2 ,  .A - then t,herr erist,s a k t { I .  2 .  .... I - I} such that, Vm(Ek 

Thr transfer price is given b\.. 
/? f )  2 r , , L ( k )  u ~ t l  (?,,,(A,+ 1) ,> Vm(EA+, 1 L A i + l  ) - L$,(Ek+, 1.2..  . k . k + l  - E;") 



for  all 5 I 5 k and I-,,, , 2 0 f o ~  A. + 1 5 I 5 I .  111 this case. buver 71) 

l i uvs  from t.lir first b .  d l e r s  
This coridition st<ites tha t  d i e  net va,lnc. of huying just, one program is 

positive. and t,he net value of buJ-ing the last, prograni after hilying d l  other 
I- 1 programs in iieF;ativc'. Clearl!.. rhert  exists a A- bmveeri 1 anti I - 1 sticli 
t l i a t  riie net \,aliie of b i iv i r i ;  frorii hrst li sellers (ignoring transfer prices) 
ih posit,ive and rlie ni 'T  vnlw ol h u y i r i ~  from tlir ( A .  + 1 ) ' s  seller (igrioriiig 
cransfer prices) i i  ~ i e g , , i t i w  ' h i s .  the I I U I T I  \vi11 tiiiy. a r  niost. li programs. 
S i r i w  the \rAue of s(~1lcr I ' S  progr im ih rievrr less t ,hm t,hr value  of scllci~ 
[ r  + 1) ' s  prograrii. i t  IS straight,forivartl to ser that i f  seller i is ser\;ed theii 
c;eller I +1 slioiiltl also Iw servrti iii  an\- Kasli Equilibrium. This implies t h a t  
irllcrx 1.. + 1. . . . ,  I n r r  i i o t  hervcd ii i  any N a s h  Equilibriiini. Seller I;  niust 
/IC s e n d  i r i  an! K i d  Equilibrium sirice i t  can always charge T,, k~ = 0 
a i i c l  the  l~uyer buys ironi L-. eit,lic,r hi- replacing some of its programs b!. 
program A: or hy keeping all other programs. 

Ttirwfore. if there is R Nash  Equilibrium t,lieii all I;  programs will be 
houglit If there is a IGasli Equilibriuni tvith li sellers served, then i t ,  should 
1 1 ~ 3  t,hr case t,lin,t, t,ht, Ixlyer IS indifferent tiet,a-een h y i n g  from any seller 
f AS compxed t,o not biiying from t.hat seller. and to rrplacing it. with 
a i y  otticr program frorii i t r i \ '  of remaimrig I ~ A. sellers' programs i.e..  for 
1 5 I 5 i;. ( 7 )  holds Just tis in Claim 1. 

i i i i d  Imt,Ii buver:: and i;rIlers ircc:ept these traiisfer prices. Q.E.D. 
Oprimality iniplics that ,111 programs t,hat, have a marginal value above 

rriargiiial cost, \vi11 l ie  hroaclcast.. The claim aljove shows that  under our 
assiimptiori of const.rairird capacity. the market outcome is efficient. 

IV Most-Favored-Customer Clauses 
Assume t,liere arc t,wo sdlers a r i d  t,wo t\'pes (sizes) of hiivers. Buver one 
is IiLrgc. aiid is ~ I ~ l e  [ . ( I  olit.aiii 1IFC concessioris from bot,h sellers. Denote 
z l l  (1) 8,s buyer ow's prr customer valuation of seller one's product, 1:1(1+2) 
<I,S Iiuyer one's valuation of having both sellers' products: and t9(2)  as buyer 
ti~.o's vitluat,iori ol'sellei t,ivo's product. 

We also asstime that, itssiimpt.ion one. given i n  equation (Section 1: 
Equiition 2 )  st,ill holds. I.(+., u1(1) + I ) ] ( ? )  > ' ~ ~ ( 1  + 2) and ~ ~ ( 1 )  + ~ ' ~ ( 2 )  > 
i , r ( l  + 2'1. \T/e know t,hLit thr N a s h  Equilibrium prices under t,he non- 
\IFC provisions are i ; ,  = , i ~ , ( 1  + 2 )  - v1(2), t i2 = u l ( l  + 2) - '~ , (1) ,  
t l ,  = 7'2(  I + 2 )  ~ i : ~ ( 2 ) .  a,iid C, _ _  = 7 i ( l  + 2 )  - '02(1) .  where the  t' are 



thc eqiiilihriuni noli-MFC trarisfei prices. Using these assumptions. we 
consider the ~ I I I u \ ~ I I I ;  foiir (:ases. 

First,  we consider t ,hP c*e where t i l  _< t.?, and t;? 5 I f L .  I n  t,his 
c x e .  tmth tbc .\,fFC and non-hfFC trcatmen1.s give the same prices and 
ni i tcnn~es s imp the XlFC provisioiis do riot restrict, the sellers brhavior in 
,Ill" t i ~ ~ l 1 1 0 1 l .  

Src o r i d .  \vir tixploir t tir t'asv aliere t;, j t i l  ; i r i d  t;? 5 t;. In  t,hs cdse. 
I IIP \IFC C . ~ ~ , I I F P  o i i l~ .  affects the lirst seller. and the seller l~as  t,wo options. 
Scllrr 1 cnnltl charge (.4) tll = t l l  = t;, in which case hoth hiiyers buy 
i ron i  scller one. Sel l t~ oii(3.s rrvenue in t,tiis case is A' t;l = (I;=, A',,,).t.;l 
m d  sc.ller tn.o's best response t,o seller one's price is t o  charge t i*  = ti. 
m d  ti> = t;?. O r .  seller 1 c:ould charge (B) I l l  = t?] = tYl and sell only 
1 1 )  liu.er one. I11 this case. seller one's revenue is N ,  - t ;]  and seller two's 
lwst rtyxirise IS to charge t12 = t,;? and t22 = ~ ~ ( 2 )  if u 2 ( l )  - t ; ,  < 0 
ii,iicl t,.. = t;? irnd t?? = v?(2)  ~ ~ ~ ( 1 )  + t;] i f  7 1 2 ( 1 )  - tYl 2 0. Seller 
 ne prefers B to .4 if A! . ti < Nl . t ; ]  which we write equivalentl,~ as 
.\ . f q ( 1  + 2 )  - 'ol(2)) > ~ ' ~ ( 1  + 2) - ~ ( 2 )  where % is firm one's market, 

sI1,11r. 

Third. wc have the case where t ;]  5 t;] and tY2 > t ;*. We notice 
irii~iit~diately t,hat, t,tiis case is syrnmctric t o  case two and therefore the  
iesitlts a,re the same. 

Fourth. wt. have thc casc where tYl > tZ1 and t ; 2  > t;2. In this case, t he  
l lFC arrangements rescrict both sellers. and each seller has three choices: 
(1) provide the  p o d u c t  only t o  buyer one, ( 2 )  provide the product t o  011ly 

hi i r rr  two. or (3 )  provide the product to bot,h buyers. 
111 t,lir t,at)lr t,hat follows. WP have listed each of the possible combina- 

I i o i i c  lor t,he sellers. 

h l  

Seller One 

Buyer One Buyer Two Both Buyers 
Buyer Orte a 

d Sel I el-Tu,o Biiv~r Two 
b 
e 

c 
f 

" I1 I Both Buyers 0 

AS w shall tlemonstra,te. ( b ) .  ((1).  (e) .  ( f ) ,  dnd ( h )  call never be Part 
( i t  ,I !i:~d~ Equilibrium. while (a) ,  ( i ) ,  (c) ,  and (g), can be part of it Nasll 
E(lui1ibrium 

\Ve n0t.e inimediat,ely t , h t  ( e )  cannot be a Nash Equilibrium. If both 
sellers serve only buyer two, then t 2 l  = t;l and t 2 2  = t&, and then til = t ; ,  
I ~ , ~ ~ d  I , , ?  = C2. Brit, a t  these t.ransfer pricm, buyer one finds it optimal to buy 
from botli sellerh. It, is also clear that  ( f )  and (h )  cannot be Nash for the  
gam?  rPasons given for (e).  Yext .  assum? (t)) is a Nash Equilibrium. Then,  
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V The Bykowsky-Kwasnica-Sharkey Results 
Bvl;omdiy. I;\vasiiir~. and Strarkey (2002). report, results of experirnental 
srut l i rs  t,hat rxplure bargaining among buyers arid sellers in the cable in- 
ciustr\-. Thrse results give us an opport,unit.>, t,o evaiiiat,e t,he predictive 
powel of or11 niotlel. Howrvcr. in  order t,o evalua.t,e the  results of t,hese 
t,xper~rr~ents in the coritrxt, 01 our hIFC model. we must first extend t,lie 
iriotlel ; i \ w i  111 Section 1 to  iu:c:orninodiit,i~~ rririlt,iple huyers and a sequential 
tixgaining process. In the  context of this ext,ended model, we can then 
s h o n ~  that, thr Bvkoivsk~~-Kwasriica-Sharkey experirnental results relating 
t n  A'IFC treathwnts are broa,dly consistent wit,h our theory. 

\Vc- start, by i~riodellir~g a bargaining proc,ess with one seller anri mul- 
t'lplr h r i \ w s .  ar~tl  then exterid oiir MFC model t,o include multiple buyers 
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aiid sellers 1X.c model this bargaining process as one in which the seller's 
cli(>ice~ are rrrciepentierrt . \vhich implies t,hat, a model x i th  a single seller is 
rr,isonable. The assumption of independence among buyers is consistent, 
wit t i  the experirnent,al framework emploved by Bykowsky. Kwasnica. and 
Shark!, (2002) .  Finally we ext,rnd our rnodel to accommodate informa- 
I iorial iistmrrietries. 

\l-r I,cgni h\, awiiiiirig t,lritt, nittrout a rriost-favored-customer provision 
scllrt. I is charpi:  t ; .  t ; . t ; .  . . . .  t i l  per customer t,ransfer pric.es t,o biiyers 
I .  2 9. . . . .  .\L rexpectivcl\-. Assun~e t.tiat huycr one has the most, customers. 
I . ( '  . > .I.,,, for all 711 2 2. h o w  assume t h t  biiver one is able to nht.iLiii 
~r~~oit-f;l\ored-ciisr.onier ' terms requiririg the seller t,o charge a per customer 
~IIU, 110 more t,haii tlir rrrinimiirri of prices charged t,o other biiyers. Le.. 
1 ,  5 rniii( 1 ~ . ~ ~ ~ , . . . .  t ~ , , }  K c -  not,e t,hat if tk 2 t ;  for all n~ 2 2. t,lien the 
l lFC  provision will have no effect on a seller's decision. 

For simplicity. a,ssume that  1' t.akes four possible values 0 = ti < t ;  < 
t' < t,-,. In fact. this ana lp i s  applies t o  any finite number of buyers. In the 
present case. there are some buyers with (non-MFC) transfer prices above 
t ; .  t,herp are some buyers with (lion-MFC) transfer prices below t ; ,  and 
t,herc- are some buyers who do  not, buy from seller i, denoted by ti = 0. We 
(lc,riote customers served tw different transfer prices t i  bynl = f l l :  n2 = 

E,;,,=f; .Y,; n:< = E,. : l .  !Vm; and n4 = 
ThP hlFC arrangements do  riot affect the  biyers who are paying above 

I~ i iy r r  one's price. Given the, MFC constraint, the  seller has two options. 
First.. t,hr seller c,oiild charge t ,  = t:l = t ;  and t 2  = t;.  In this case, the seller 
nerves only the first, and second type of buyers, and the seller's revenue is 
il = 7iI . t ;  + R:, . t ; .  Or.  t,lie seller could charge t i  = t3 = t; and t:! = t;. In 
t , l i in  c:iise. the seller serves a,ll the buvers that, i t  would serve without the 
hlFC aiid t,lic st:ller~s rrveriue is r1 = ( n i  + 713) . t j  + n2 t.;. We note tha t  

.Yotic.r t , l i r  higher n, (t.he nrarket. share of buyer one). t,he more likely 
i t ,  is tlirit sinaller hriwrs nil1 not buy pro;rammiiig. Also, note that buyer 
oii(, iiI\va\-s 11iiys t,lit .  product arid pays, at most. the price under the non- 
\ IFC provisiori. These iesuIt,s are consistent. wit,h our findings in Sect,ion 
4 

As not,c:d above. the model wc have constructed must be amended 
to ;Iccomniodat,c the iriforrnatiori asynirrretries embedded in the sequential 
I,,irgainirig framcwork of Bykowsky, Kwasriica. and Sharkey (2002). Specif- 

tbc buvers. iduat ion .  a r i d  thus  must form some expectation regarding the 
\\.iIliiigriess-t,o-pa\- 011 t,he part. of each individual buyer. Moreover, the 
4 l t : i  must tlet,crmine an opt,irnal trading sequence. Amending our model 
t o  n.ccorrimotlate these conditions is a simple exercise in straightforward 
logic,. as  we demonstrat,e next,. 

A S S I I ~ I P  bhai we liavr t,wo buyers and single seller where t,he seller does 

4 N ,  where Ek=] 71k = N. 
. / /  < 

oi11\. t,lic. first and second buyer types are served if T I  > T Z  9 nl+ng n > 5  1~ 

1(,~111\- .  i n  t,lic, Byko\\ \-I<uasnica-Sti~irkt,y rnodel. the sellers do  not know 
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not linen. t,tie hiiyer h mliiattoii of t,he srllei- .~ product. As we showed in  
Svction 3 (rqiiilihria ~I.c. ; .I)  i t ,  is wln.n\.s optimal for the seller to t,radc 
iv i t l i  the Iargctr buyer. hiit  not the srrinller hriyer. Thus, t l w  seller will 
c i l \ \ - c i , ~s  writ to t,l;lde \ V i T h  th r  hqgesl,  buvei~ first, and lierice the onccorric 
of tlir g u i l e  is t h P  5;1iiip <is iI rhr sellrr kiieiv. \v i rh  certainty thc outmnic of 
IIL';OTIJ~~OI~S ivit 1 1  otllci I ) I I~CW Stilcr trodin; iu t . l l  t,hc sriiullet, l)uwr first 
\ vo i i l i l  l i ~ k  tli(' i c l l ~ r  i t i i t ~  cqriilil~i-~iiiii I i f  we est,cnd tlir aridlvsis t o  tlir ('lLs(' 
\\.it11 i i i o r r  t hi t w o  hriiws. wr i m c l u d c  thar. ttir seller woiild always \vialit, 
I C ,  I I,idi. wit,h t.he higgtist hityer first,. The tkterminatioii of a particular 
rquilibriurri will depend on the biggest, huyer's market, share, the relative 
\alucitioii of of pro;rdnimirig h!- different buyers. and the uncertainty of 
t l i t ,  tiarg?~iniiig oiitconw with t,he remaining buyers. 

E'iiur of tiit, rrsiilts ot the Bvkoivsky-I<wasriica-Shsrkey (2002) experi- 
i i i~ri ts  a1-r germane to uui- model. First,. Bykowsky: Kwasnica, and Sharkey 
hiid t,hiit xvith 11u channel ca.pacit,\. constraint,s arid 110 MFC clauses. ~ 1 1  of 
t h c  sellers were able t,o coriduct, profitable trades, which is precisely the 
i.esult, our niodel predicts i n  Section 2 .  Second, Bykowsky, Kwasnica. arid 
S h a r k ) ,  find that w i t h  capac:ity constraints and no MFC clauses, a seller's 
bargaining power dccrcasrd. while a buyer's bargaining power increased 
rt:la.tive to tlie case 01 110 capacity constraints. This result is consistent 
a.itli oiir rnodd. as can he seeti by comparing (3)  in Section 2, with ( 3 )  
arid (7) in Section 3 .  and noting the extra negative t,erms in Section 3 .  
'I'hlrd. Bykowsky. Eiu.xnic.a. and Sharkey find that t.he existence of an 
LIFC cIc~use iiicrrases fhr profit,ahilit\, of A1FC buyers. a. result our (ex- 
r,cw(leid) Strct,ion 3 arid 5 rnodel predicts. Finally. not,e that, in our  niodel 
[wlierr t tie sellers tan make ta,ke-it,-or-lexve-it offers. by assumpt,ion). the 
prcsencc of <i,n h'IFC nrr,mgement is t,lir only source by which large firms 
cxllibit greim-r iiisrket power. Tliis is esac,tly paralleled by tlie results of 
thc  Bvkoi\ ;sk~-~nasnicd.-St iarkey study. 

. \  

VI Conclusion 
Iri this paper. me explored the use of 'most-favoretl-customer' clauses in the  
( A ~ I P  industry. \Vr c:x;mined t,he impxt ,  of hlFC clauses on bargaining 
uut comes Iretwerrr h iyers  arid sellers. arid showed that  these out,comes 
tlepentlrd ou t l i c .  market, share of the larger I)uyers and the relative per- 
i.iistoiiter valuat,ion of the seller's programming m different buyers. 

l V r  shonrd t , h t  hot,li witti and without, chaiiriel capacity constraints, in 

tritrotluct,iori of MFC clauses can disadvantage sellers and small buyers. We 
found t,tiat, as t,lie market sliarc of the large buyer increases. smaller buyers 
i i r c  more Iikelj. to  he disadvantaged. Specifically, w e  found that, if tltere is 
(I cIisp:irit,y i n  tlit. rela,ttive vahiatiori of programming among buyers, in the 
i.,isr wliri-r tlir Lirge h y e r  has ii grcater per-clist,orner valiiation. smaller 

I L I W  absericr of A1FC clauses. the market outcome is efficient. However, the 
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hiiyers may br prec,lrdrd froni rlccess r o  t,tir progranimin:: brc:;n~sr of irs 
rt , latiw expc3rm 

M'e extended our riiodel ro accommodate the merIiodolog\. iiriiized iri 

t l ip experimerita,l studies co;iduc:ted b!. Bykowsk\-. liwa,snica. m d  Stiarkey 
j2003) iirid drrnonstratt.tl that o u r  predict,iori t,liar a n  hIFC xrarigeiiient 
\ - ie lds riiarket p o w r  i i  siipport,ed 1 1 ~ ~  their datb Bykowsky. liwisriicir. 
rind Shariiq hntl  t h a t  wt ,h  no chunnel capacit,y corist,raints and 110 1IFC 
cliiiises. dll of tlic seller. \ v m -  ;rblr r ,o  coiidiic~, protitnblr trades. n-liicli is 
prrc.isel\- t.iic I P S I I I ~  oiii  iriodel prrtlic,ts i i i  Section 2 .  Corisist,ent lvitli t,liP 
rxi)eritnmt,al results. i i i i r  model predicts t,liat, under capacitj. constraints 
,mil no hlFC c1atisc:z. <I seller 's bargaining power decren,ses. \vhile a l ~ u y e r ~ s  
l),iiguirling po\\:cI iiicIea-;rs relw,ttive t,o the c ' k w  of no c:apacitv corisr,riiirits. 
B\.ii;c~wsky. I<\rasnica. rmcl Sharke\-'s findings tliar clie exist,ericr of i t t i  MFC 
(.lause increases the prohtal)ilit,y of hIFC buyers is a, prtidktion of our 
(cxwritled) Section 4 arid 5 rnociel. 111 o u r  model. tlie presence of an  hIFC 
arrangernetit i s  thr  only SOUIK:~  by whic,ii large firms exhibit, greater market 
pcweI. Tliis is e x a d ? -  parallcled by t,he results of tlie By-Iiowsky-Iiwtwiica- 
Stiarkey st,udy. 
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